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President Vicente Fox Quesada has sent Congress a very austere budget that takes into account
the possibility that tax reform will not be approved this year. Fox's proposed budget anticipates
expenditures of 1.41 trillion pesos (US$152 billion) next year, only 0.3% higher in real terms than
the level proposed in 2001. When considering the actual 2001 budget of 1.362 trillion pesos (US$147
billion), which has already been reduced three times this year, the proposed expenditure represents
a reduction of 1.9% in real terms, said the daily newspaper La Jornada.
In preparing the budget, the Fox administration realistically considered the poor prospects for
passage of tax reform this year and the weak international economy, which will limit economic
growth in Mexico. The budget is based on a projected GDP growth of only 1.7% in Mexico in 2002, a
slight improvement from the forecasts of zero or negative growth for this year. In preparing the 2001
budget, the Fox administration had forecast GDP growth at 4.5% (see SourceMex, 2000-12-13).

Opposition legislators vow to reverse cuts in social programs
The administration's budget proposes spending reductions of 70 billion pesos (US$7.59 billion)
relative to 2001 in health, education, agriculture, and anti-poverty programs, which will almost
certainly run into resistance in the Chamber of Deputies, particularly from the center-left Partido
de la Revolucion Democratica (PRD) and the former-governing Partido Revolucionario Institucional
(PRI). Leaders from both parties emphasized that Congress would have the last word in the final
approval of the budget.
The Mexican Constitution sets an initial deadline of Dec. 15 for Congress to approve the annual
budget, but in the last several years legislators have continued deliberations almost until the
absolute deadline of Dec. 31. A large share of the budget reductions will come in social security and
in agricultural and food programs like Progresa and subsidies for milk and tortillas.
Reductions are also proposed for rural-development programs and for marketing grains. "We
have to scrutinize these figures in light of the requirements of the campesinos, workers, and other
large social groups," said PRI Deputy Rafael Rodriguez Barrera, who chairs a key committee that
will initially examine the proposed budget. For some legislators, the cuts in social programs are an
even greater problem because they are accompanied by increases in expenditures to cover internal
debt, including funds that will be disbursed for the agency managing the controversial bank-rescue
program (Instituto de Proteccion al Ahorro Bancario, IPAB).
Fox's proposal to increase salaries for government employees could also attract opposition from
some quarters, as could the decision to reduce funding for defense and public safety, and subsidies
for state governments. Finance Secretary Francisco Gil Diaz defended the budget as the best option
to deal with a pending recession and a slump in oil prices. "The package sets the possibilities
of revenue and spending as a function of our country's economic circumstances," Gil Diaz told
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reporters. Fox continues push for tax reform The Fox administration continues to argue that
increased funds for social spending will become available if Congress approves some sort of tax
reform before the end of the year. The Congress has rejected the president's proposal to extend the
value-added tax (impuesto al valor agregado, IVA) to food, medicines, books, and private education.
But the administration is so certain that a compromise can be reached with Congress that it has
prepared a second budget that includes tax reform. "We are very close to an agreement that would
give us at least an additional 100 billion pesos (US$10.84 billion)," Fox said in early November. The
president has found some support on the tax-reform issue from members of his party. "Without
tax reform, this budget will be insufficient to meet the needs of the country," said Deputy Felipe
Calderon Hinojosa, who heads the PAN delegation in the lower house.
But some legislators said they resent what they consider a ploy by Fox to force passage of tax reform
this year. "This document is only another card used by the administration to push for approval
[of tax legislation]," said Deputy Jose Narro of the Partido del Trabajo (PT). Smaller parties like
the PT and Partido Convergencia para la Democracia (PCD) have joined the PRD and the PRI in
opposing Fox's budget plan. If Congress does take up tax reform at the end of the year, analysts say
the compromise will likely result in a more complicated tax structure and not the simple tax code
that Fox was seeking.
As an alternative to the president's proposal to extend the IVA to food and medicine, legislators
have proposed applying new taxes to a wide range of products, from telephone service and
college tuition to luxury goods. "What we'll see on tax reform is a hybrid project that won't
change the fundamentals of public finances," said analyst Rogelio Ramirez of the Mexico City
consulting company Ecanal. "What the government receives in extra revenue will be canceled by the
recession."

Weak oil market could force budget cuts in 2002
Some critics say another potential problem with Fox's 2002 budget proposal is that the president
bases expenditures on an average price of US$17 per barrel for Mexican oil exports. Even though
this is about US$2 per barrel lower than the price used in the 2001 budget, the continuing slump in
the global economy could continue to limit demand for oil, which will keep prices depressed. Oil
prices have fallen so sharply in recent weeks because of the global economic slowdown that Mexico
has reluctantly agreed to join the Organization of Petroleum Exporting Countries (OPEC) and other
oil producers in cutting output.
Energy Secretary Ernesto Martens said Mexico could reduce exports by about 100,000 barrels per
day in coming weeks. But critics say Mexico's decision to boost oil exports in 2002 could keep oil
prices low for the long run. In the budget plan presented to Congress, the Fox administration
proposed oil exports of 1.825 million bpd next year, compared with the average of 1.714 million bpd
projected for 2001. "A combination of falling oil prices and a superficial tax reform would present
a very big risk," said economist Raul Feliz of the Centro de Investigacion y Docencia Economica
(CIDE). "There's a risk that the tax reform that comes out of Congress will be rubbish. And Fox will
have spent all his political capital for nothing."
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The administration has already considered the possibility of a continued weak oil market and has
warned that budget cuts could be possible in 2002 if oil prices fall sharply and if GDP growth falls
below 1.7%. "We would make the necessary spending cuts so we do not surpass our debt limit
of 0.65% of GDP," deputy finance secretary Agustin Carstens told reporters. [Note: Peso-dollar
conversions in this article are based on the Interbank rate in effect on Nov. 14, reported at 9.22 pesos
per US$1.00] (Sources: Proceso, 11/11/01; Notimex, 11/12/01, 11/13/01; Reuters, 11/08/01, 11/12/01,
11/13/01; El Universal, La Cronica de Hoy, 11/08/01, 11/09/01, 11/13/01, 11/14/01; El Financiero, La
Jornada, Novedades, Reforma, 11/09/01, 11/13/01, 11/14/01; The Dallas Morning News, Milenio
Diario, 11/13/01, 11/14/01)
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